ATG 457 Final Exam - Spring 2001 – page 2

Download the spreadsheet atg457finalSpring2001.xls from my homepage. Add your name to the yellow cell on the Cover Page.

Prepare your answers prior to taking the final exam. Turn them in when you take the final.

This is not a group project. Do your own work.

Good luck!

Essay 1- Audit of Small State University Bookstore - 10 points

I. M. Done, CPA, is auditing the Small State University Bookstore. This bookstore is very similar to other college bookstores. Therefore, the auditor has decided to use industry data to identify potential problems requiring further investigation.

1. On the Essay 1 Excel worksheet, compute the gross margins in dollars and percentages. Print a copy and turn it in with your answer.

2. Go to the web site, www.nacs.org. Click on "Industry Information", and then "College Store Margins." Assume that Small State University's bookstore is very similar to other bookstores. Using the NACS' data as the basis for your expectations, explain which product line(s) require further investigation? How should I. M. Done conduct the investigation?

Essay 2 - Audit of Itz Over Corp. – 10 points

The engagement team auditing ITZ Over Corp has identified the following situations during the audit of the December 31, 2000 financial statements.

1. Jan. 4, 2001 - The auditor learned that $12,000 was charged to repair expense. This repair extended the life of the asset. Therefore, it should have been added to the cost of the fixed asset.

2. Jan. 5, 2001 - The purchase cutoff test revealed that $10,000 in inventory, purchased on credit, was recorded in January. This purchase should have been recorded in December.

3. Jan. 10, 2001 - The auditor notes that on this date the check register indicates that $5,800 was paid for utilities. These expenses relate to December 2000.

4. Jan. 12, 2001 - The auditor reviews a copy of a December vendor statement. Itz Over received $15,000 in inventory on consignment from the vendor on December 31. The inventory was not included in the final year-end inventory count. The consigned inventory has not yet been sold.

5. Jan. 15, 2001 - On this date, Itz Over made an interest payment of $37,500 to its bank, the We Never Say No National Bank. The note is for $750,000 at 10% interest per annum. Itx Over borrowed the money on July 15. This was the first scheduled interest payment. At December 31, the balance in the interest payable account was $17,500.

6. Jan. 15, 2001 - Itz Over must make a principal payment of $50,000 on July 15, 2001. This is the only principal payment scheduled for the next year. Currently, the entire $750,000 note payable balance is recorded as a noncurrent liability.

7. Jan. 18, 2001 - The auditor learns that a $3,000 payment on accounts receivable was incorrectly applied to the account of Baxter Travel. The payment should have been applied to Baxter's Tavern.

In addition, the audit staff has decided that for evaluating a material misstatement of the financial statements, the following guidelines should be used.


Current assets - $50,000


Noncurrent assets - $75,000


Current liabilities - $50,000


Noncurrent liabilities - $75,000


Owners' equity - $100,000


Income before taxes - $65,000

Assume the client has decided to not post any adjustments related to the items listed above. Using the Essay 2 Excel worksheet, prepare a schedule modeled after the one found in Chapter 19 that evaluates the impact of the unposted adjustments. The first two are completed as examples.

Print a copy of this worksheet.

Based on this analysis, explain what type of opinion the auditor should issue on the financial statements. 

